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Are the Revenue Possibilities of the Income Tax Nearing Exhaustion? 


By Epwarp H. Couns, Member, Editorial Staff, THE NEW YORK TIMES 


W: HAVE now come to the point, it would seem, where the seriousness of the Administration’s 
intentions on the issue of “pay-as-we-go” faces its first major test. 
Back in January, the Secretary of the Treasury asked for new taxes sufficient to yield 16.5 


billion on an annual basis. This request was 
subsequently cut back to $10 billion. But the 
revenue bill which emerged from Congress 
recently — even if we are to accept the ap- 
praisal of its own architects, is calculated to 
produce only about $5,691 million. 

Without going into detailed figures in an area 
where the figures are notorious for their restless- 
ness, it may be said that the evidence at the moment 
suggests that the policy of pay-as-we-go is in process 
of being quietly scuttled. 

Current budgetary estimates place the deficit for 
fiscal 1952 at anywhere from $4 billion or $5 billion, 
to $10 billion, and that for fiscal 1953 at between 
$13 billion and $15 billion. 

Commenting on the smallness of the yield indicated 
for the tax bill, the President’s Council of Economic 
Advisers found it especially disappointing in the 
light of the “excellent start” made by Congress 
last year. 

The legislation may be disappointing, but at least 
there is no great mystery behind the fact. So far as 
tax policy is concerned, Congress has simply run 
out of gas. To be precise, it has run out of the 
particular brand of gas to whose use it and the 
Administration have become chronically addicted 
in recent years. 

To be even more precise, it has virtually ex- 
hausted the revenue possibilities of the tax which 
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is the first resort of every politician in Congress .. . 
the graduated income tax — and especially the cor- 
porate version of the income tax. 

With the final approval of the current revenue 
bill by both Houses and the President, the nation 
now has placed three tax laws on the statue books 
since the fighting began in Korea. The first of these 
was originally tailored to yield between $4.5 billion 
and $5 billion, and the second (the excess profits 
tax law) $3.3 billion. If we revise these estimates 
upward to conform with the economic conditions 
on which the yield of the present bill is predicated, 
they come to $6.1 billion and $3.9 billion respec- 
tively. That gives an over-all total for the three 
measures of $15,750 million. 


No Diversified Program 


This would be a highly creditable accomplishment 
on the part of Congress if the indicated revenue 
were to be produced through a strong and diver- 
sified program of taxation. That, unfortunately, is 
anything but the case. Of the aggregate indicated 
receipts, $15,750 million from these emergency 
measures, upward of $14,250 million is contributed 
by corporate and individual income taxes of one 
kind or another. 

Up to the time the first post-Korean tax bill was 
passed, the highest rate ever established for the 
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regular corporate income tax and surtax had been 
40 percent, which obtained at the height of World 
War II. In 1939, the highest rate was 19 percent, 
and in 1929 it was 11 percent. (The rate carried 
by the first tax of the kind, back in 1913, was one 
percent. ) 

The 1950 law raised the rate from 38 percent to 
42 percent for that year and to 45 percent for this 
year. Since then it has been moved up by successive 
steps to 47 percent and currently to 52 percent. 


The second post-Korean revenue bill brought back 
the excess profits tax of World War II with certain 
changes and one prominent disfigurement. The 
World War version represented a modest com- 
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aggregate in such countries as Great Britain and 
Canada, will be depended upon for 83 percent of 
the total in fiscal 1951-1952. Hardest hit, of course, 
is that part of individual income derived from cor- 
porate dividends which is subject to double tax- 
ation. Even when retained corporate profits are 
subject only to the normal tax and surtax of 52 
cents on the dollar, that part paid out to stock- 
holders would be taxed at rates ranging from 62.8 
cents in the lowest income brackets to 72.5 cents 
in the brackets $10,000 — $12,000, and 93.4 cents 
in the brackets $80,000 and above. 


As has been pointed out, since Korea, Congress 
has voted three tax bills, calculated to produce, all 


EDWARD H. COLLINS, member of the editorial staff of the New York Times, has written and lec- 
tured on financial problems for more than 25 years. Mr. Collins is a regular contributor to many 


magazines, to the Encyclopedia Britannica, and formerly lectured on financial writing at Columbia 
University. This article is derived from one of his recent weekly columns appearing in the daily 
Times. It is reprinted with the permission of the Times. 





promise with intellectual honesty by crediting cor- 
porations with 95 percent, instead of 100 percent, 
average of pre-war profits in computing payment. 

The concept was further diluted in the original 
post-Korean version, which reduced that credit to 
85 percent. The recently-finally-agreed-upon bill 
steps the rate on so-calied “excess profits” from the 
present 77 percent to 82 percent, and revises the 
ceiling on combined income and excess profits taxes 
upward from 62 percent to 70 percent. 


Individual income tax liabilities will be increased 
by 1134 percent (11 percent on the first surtax 
bracket). The alternative increase is 9 percent of 
taxable income left after payment of existing taxes; 
this is advantageous only in the brackets above 
$28,800 in the case of single persons and twice this 
for married taxpayers. 


The rapidly contracting elbow room left in the 
upper individual income brackets is illustrated by 
taxable income over $10,000. If all taxable income 
above $10,000 were to be taxed at the rate of 100 
percent, according to a recent estimate, the addi- 
tional yield would amount to only $3.5 billion. And 
the planned legislation proposes to take one billion 
of this. 

Income taxes as a whole, which accounted for 42 
percent of the Federal government’s revenue receipts 
in 1939, and which currently furnish about half the 
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told, approximately $15.7 billion on the basis of 
current national income estimates. Unfortunately, 
the early enthusiasm displayed by Congress toward 
tax legislation has been rapidly waning of late. 
The most obvious, and the most clearly demonstrable, 
reason for this is to be found in the fact that until 
recently our legislators had been skimming the 
cream, politically speaking, from the nation’s tax 
resources. 


An Unattained Goal 


Congress and the Administration now find them- 
selves, in other words, in this position: They have 
got about all the mileage they can hope to get out 
of a program which relies almost completely on a 
single form of taxation, yet they are far short of 
the Administration’s announced objective of paying 
for defense on the barrel head. 


In February, the Treasury estimated its addi- 
tional needs at upward of $16.5 billions. That figure 
was cut back to $10 billion five months later, but 
the bill just passed by Congress doesn’t come within 
reasonable striking distance of even the revised goal. 
While its “yield” is usually stated as being “$5.7 
billion,” this refers to its productivity in the first 
year in which it becomes fully effective. It is actually 
counted upon for only about $2.8 billions in fiscal 
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1951-1952, which would seem to suggest an indi- 
cated deficit as of June 30, next, of upward of $7 
billion. 


There are three major fallacies, which, in the 
opinion of informed students of the problem of 
taxation, have been responsible for the phenomenon 
of the increasing addiction of Congress to the in- 
come tax levy between its inception on 1913 and 
the present date. 


Building Up, Not Leveling Down 


The first of these is the fallacy that individual 
income and corporate profits are simply so much 
spending power, and that any surplus above require- 
ments for current expenses may be siphoned off 
with impunity so far as the economy is concerned. 
This belief ignores completely, of course, the im- 
portance of saving as a function of income. It is 
this saving that is the basic element in capital 
formation, the most dynamic single force in the 
system we know as private capitalism, or private 
enterprise. 


Fallacy number two is closely integrated with — 
and may even be said to overlap — fallacy number 
one. It is an idea that is frequently embraced by 
persons who see it as the crowning moral glory of 
our system of democracy and free enterprise, but 
which is advocated even more frequently, perhaps, 
by those who realize all too clearly that it would be 












(Billions) 
Total Individual Corporate Refund 
Yeo > er oe ee ee 
ENTE Se 5 EEC $38.2 17.9 11.6 7.6 8 3.3 2.8 
FOE, sciainclenginiaen 37.0 17.4 10.9 7.6 8 2.6 2.2 
OEE. cnenicigiplaa laa taes 48.1 23.4 14.4 8.9 8 3.0 2.1 
2 MRS anentoen te Samer 63.6 28.5 24.4 9.5 1.0 2.8 2.7 
> fee antares 71.7 32.4 27.5 10.5 1.1 3.0 2.9 


a) Detail will not neceessarily add to totals because of roundi cs a 

b) Total budget receipts for the fiscal years 1952-1953 are estimates of the Staff of the Joint Committee on the Economic Report 
(under the Revenue Act of 1950), plus the estimated yield under the Revenue Act of 1951. 

c) Estimated by Tax Foundation for the fiscal years 1952-1953; excise taxes for 1951 as estimated by the Staff of the Joint Com- 


mittee on Internal Revenue Taxation. 


d) Employment taxes minus appropriations to Social Security Trust Fund. : 
Source: Bureau of the Budget, Staff of the Joint Committee on the Economic Report and Staff of the Joint Committee on Internal 


Revenue Taxation. 


FEDERAL BUDGET RECEIPTS‘ 
Fiscal Years 1949-1953 
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basically, and in the long run, fatally incompatible 
with such a system. 

That is the doctrine of “equality of income.” If 
“equality of income” were the best method of im- 
proving the lot of the less fortunate members of 
society, then this thesis would at least be arguable. 
But as we have seen from our brief consideration 
of fallacy number one, that is not the case. The 
best way yet developed for achieving better living 
standards for the many is not by leveling down the 
higher incomes, but building up the lower through 
the time-tested sequence of saving, investment and 
increased production. And the best evidence of the 
truth of this proposition is to be found in the social 
and economic history of these United States. 


A Naive Assumption 


The third fallacy has to do specifically with the 
rising emphasis on corporation income taxes. This 
is a fallacy for whose cultivation, regrettably, our 
more demogogic representatives must accept a large 
measure of responsibility. It is the naive assump- 
tion that, as Mr. Beardsley Ruml has well put it, “an 
impersonal levy can be placed on the profits of a 
soulless corporation, a levy which would be neither 
a sales tax nor a tax on wages, nor a double tax on 
the stockholder. . . . 

Adds Mr. Ruml: 

“Obviously, this is impossible in any real sense. 
A corporation is nothing but a way of doing busi- 
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ness . . . Taxes on corporation income must be paid 
by one or more of the people who are parties at 
interest, either as a customer, as employee or as 
stockholder. A corporation is an abstract idea and 
a concrete form. A corporation as such can pay no 
taxes.” 

For those legislators who profess to deplore “con- 
sumption taxes,” while supporting every proposal 
for high corporation income taxes, the words of 
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John L. Collyer, President of the B. F. Goodrich 
Company, are perhaps especially pertinent. “Busi- 
ness,” Mr. Collyer observed recently, “in order to 
attract needed risk capital, must on the average 
earn the price of capital after taxes. This means 
that the prices of goods and services must be kept 
high enough, regardless of business income tax 
rates, to make it possible for business generally to 
pay capital its price after taxes.” 
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State Relief Rolls and the Jenner Amendment 


Disclosure of Information Legislation Must Be Carefully Planned. 


By LEoNARD CALHOUN 


| he Jenner provision of the new Federal tax law, while hailed as opening up state assistance 
rolls to the view of the general public, does not of itself act to strip the veil of secrecy from 
the rolls of relief recipients. Moreover, passage of the amendment does not necessarily safe- 


guard a state against its losing Federal grants 
for this purpose — regardless of its public 
disclosures respecting these beneficiaries. 

As a matter of fact, the secrecy provision in the 
Federal Social Security Act, one of the require- 
ments with which a state must comply in order to 
get Federal grants, is not stricken out by the Jenner 
amendment. Rather, the amendment provides that 
grants shall not be withheld because a state gives 
access to its rolls pursuant to state legislation — 
provided such legislation also prohibits use of these 
relief rolls for commercial or political purposes. 

The amendment says that Federal grants shall 
not be withheld from a state “by reason of the 
enactment or enforcement by such state of any 
legislation prescribing any conditions under which 
public access may be had to records of disburse- 
ment of any such funds or payments within such 
state, if such legislation prohibits the use of any 
list or names, obtained through such access to such 
records, for commercial or political purposes.” 

To properly evaluate this provision, it might be 
well to review briefly the events leading up to, and 
surrounding, its enactment. After Indiana’s legis- 
lature opened the state’s welfare rolls to public 
inspection, three things took place: Federal Social 
Security Administrator Oscar Ewing withheld the 
state’s share of Federal welfare funds; Federal 
Judge Holtzoff ruled against the state’s move; and 
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Congress adopted the Jenner amendment by which 
the state’s Federal grants again became payable. 

The Jenner amendment was passed by the Senate 
three times as amendments to three different items 
of legislation. First, the Senate attached it to the 
Labor-Federal Security appropriation bill; then it 
was adopted as an amendment to a House bill 
amending the Internal Revenue Code (but was 
never acted upon by the House) ; then, finally, the 
Jenner provision was accepted as a Senate amend- 
ment to the new tax legislation, becoming law on 
adoption of the conference report and subsequent 
signing of the bill into law. 


Provision Not Mandatory 


In introducing his amendment, Mr. Jenner said 
that he was offering it on behalf of Sen. Dirksen 
of Illinois as well as on his own behalf. Both Indiana 
and Illinois had nearly identical disclosure legisla- 
tion, he pointed out. 

The amendment, in the form of a proviso, read 
as follows: 

“Provided, that no state which has, by legislative 
enactment, provided the conditions under which 
public access may be had to the records of the dis- 
bursements of grants-in-aid funds shall be denied its 
allocation of Federal Funds under Titles I, IV, X, 
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and XIV if such state has otherwise complied with 
the governing statutory provisions.” (Title I, Old 
Age Assistance; IV, Aid to Dependent Children; X, 
Aid to the Blind; and Title XIV, Aid to Permanently 
and Totally Disabled.) 

The next time it was offered, the amendment was 
in the form finally adopted, except that it did not 
include the concluding requirement that “such legis- 
lation prohibits the use of any list or names obtained 
through such access to such records for commercial 
or political purposes.” 

“The sole purpose of the amendment,” said 
Senator Jenner in explaining it, “is to prohibit the 
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mandatory” requiring the states to publish names 
of relief recipients. Senator Jenner answered: 


“No. The amendment merely makes the names 
open to inspection. As a matter of fact, it is a 
criminal offense in the state of Indiana to use these 
rolls for political or any other purposes. They are 
not to be published in the newspapers. But if a 
taxpayer wishes to go to a county official and find 
out how his tax money is being spent, he may do 
so.” 

The official report of the House conferees who 
agreed to the amendment also sets forth the intended 
scope and purpose of the legislation in these words: 


LEONARD CALHOUN was formerly assistant general counsel of the Social Security Board and 
later of the Federal Security Agency. He served as Chief of the Social Security Technical Staff 


named by the House Ways and Means Committee, and as majority expert of the Senate Finance 
Committee at the time the original Social Security Act was set up. He is now a member of the legal 


firm of Harter and Calhoun. 





Federal Security Administrator from withholding 
Federal security funds from individual states to 
whom the funds rightfully belong. . . . An investiga- 
tion into the disbursement of public assistance 
money in Indiana revealed many cases in which 
. . . payments were being made to persons whose 
children were financially able to support them. . . . 
The 1951 Indiana General Assembly made it possible 
to publicize such flagrant violations of the law. . . . 


“The charge has been made that making relief 
rolis open to public inspection would open the door 
to use of the rolls for political or illegal purposes. 
That could not happen in Indiana for the law makes 
it a criminal offense to use such rolls for political 
purposes or otherwise to misuse them. 


“With one exception, (in the state of Indiana) 
this amendment wili make no change in the status 
quo of confidential nature of the public welf-re 
records, . . . It potentially would affect Florida, Ten- 
nessee, Arizona, Illinois, and any other state which 
enacted a law similar to the Indiana act. In order 
for this amendment to affect the welfare program 
in any other state, it would be necessary for that 
state’s legislature to amend its public assistance 
program in the same or in some other fashion.” 


Senator Mundt, at this point, said that as he 
understood the amendment, there was “nothing 
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“A state is not entitled to payments . . . unless 
the state plan for assistance has been approved by 
the Federal Security Administrator. Under existing 
law, a state assistance plan, in order to be approved 
must provide safeguards which restrict the use or 
disclosure of information concerning applicants and 
recipients to purposes directly connected with the 
administration of the program. 


No Reason for Witholding 


“The Senate amendment provides that no state 
or agency or political subdivision shall be deprived 
of any grant-in-aid or other payment to which it 
otherwise is or has become entitled pursuant to 
Title I, IV, X, or XIV of the Social Security Act, by 
reason of the enactment or enforcement by such 
state of any legislation prescribing any conditions 
under which public access may be had to records of 
disbursement of any such funds or payments within 
such state. ... 


“Under this amendment, as agreed to by the 
conferees, the state of Indiana, which has a law 
which permits public access to the records of public 
welfare funds, but which contains a prohibition upon 
the use of any lists or names so obtained for com- 
mercial or political purposes of any nature, will 
be entitled to receive its payments under the Act in 
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the future, and will also be entitled to receive such 
payments which have been withheld because of the 
enactment and enforcement of the Indiana law.” 


It is thus perfectly clear that the amendment was 
intended to cover the Indiana legislation, and also, 
being in general terms, it would apply to states with 
substantially the Indiana provisions — such as the 
Illinois and Alabama statutes. 

However, any substantial departure from the type 
of provisions which these states have adopted may 
possibly raise questions as to compliance with the 
Jenner amendment, which in turn, could lead to 
the withholding of their grants by the Federal 
Security Agency. 


Provisions of Indiana Law 


Mr. Ewing, as Federal Security Administrator, 
has the administrative function of interpreting the 
grant provisions of the Social Security Act. It is 
he who will make at least the initial interpretations 
of the new amendment. It is well to remember at 
this juncture that the Federal courts have not yet 
decided whether there is an appeal from the Ad- 
ministrator’s formal determination of failure to 
comply with the Act’s grant provisions. 

This question was raised when Indiana appealed 
the decision to withhold grants to the U.S. district 
court for the District of Columbia. At that time, 
the Justice Department contested the jurisdiction of 
this court to hear the controversy between the 
Administrator and Indiana. Judge Holtzoff, how- 
ever, did not pass on the question of the right of 
the state to appeal. 

Now it has always been the Administrator’s 
custom to advise state administrative people on any 
interpretation of new Federal Social Security pro- 
visions. Presumably this precedent will be followed 
by the Agency as to the Jenner amendment. Such an 
interpretation will be of particular interest to states 
where public access to relief records is now under 
consideration. 


Any action within the purview of the Adminis- 
trator’s interpretation of the amendment would pro- 
vide a practical guarantee that state grants would 
not be affected. But on the other hand, any action 
contrary to his interpretation of it, would pre- 
sumably be followed by a formal hearing and 
decision. And, if this decision were against the 
particular state, it would mean loss of grant money 
unless the Federal courts, on appeal, hold that 
these courts have the jurisdiction to hear the case 


and also override the Administrator. The only other 
remedy would be further Federal legislation. 

Thus, states which are satisfied to substantially 
adopt the Indiana provisions can feel certain that 
their new law will be acceptable. Among these 
Indiana provisions are the following: 

The county welfare Board is required to file 
quarterly with the county auditor, members of the 
county council, prosecuting attorney, and all town- 
ship trustees, a report showing the names and ad- 
dresses of all recipients of old-age, blind, and de- 
pendent children assistance, together with the 
amount paid to each during the quarter. 

The law specifies that the reports are to be kept 
in a separate book, and that all the reports in it 
shall be declared to be public records and open to 
public inspection at all times during the regular 
office hours of the county auditor. Another proviso 
specifies that disclosure of records about adoption 
or placement of children in foster homes is not 
authorized. 

The law also provides that it shall be unlawful 
for “any person, body, association, firm, corpora- 
tion, or other agency to solicit, disclose, receive, 
make use of” or to knowingly acquiesce in the use 
of any (such) lists or names for commercial or 
political purposes ... “for any purpose not directly 
connected with the administration of public 
assistance.” Fines and jail sentences are provided 
as penalties for violations of the restrictions against 
misuse of the publicly available welfare information. 


The information opened to public inspection is 
restricted to the identity of public assistance re- 
cipients and to the amounts of aid they receive. 
Public access to other information in case records is 
not permitted. 


Where the Amendment Applies 


The great majority of the states today have 
statutes restricting information respecting recipients 
of public assistance, statutes which conform with the 
Federal law requiring that data as to beneficiaries 
shall be restricted “to purposes directly connected 
with the administration” of the law. Thus, obviously, 
many states would require legislation before they 
could make public any information about individual 
welfare recipients. 

Some states, however, do not have specific secrecy 
provisions, but have regulations which are held to 
be legally effective. It is quite possible that some 
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of these could change their regulations “prescribing 
conditions under which public access may be had” 
to the records. 

It must be borne in mind, however, that the 
_ Jenner provisions apply to situations where there is 
“legislation prescribing . .. conditions under which 
public access may be had.” Furthermore, the section 
applies to the “enactment” of this legislation. It is 
far from clear whether this might be construed to 
apply to state regulations issued pursuant to general 
provisions giving authority to control records. 


Care Needed in Enactment 


The legislation so enacted, to be effective under the 
Jenner amendment, must also meet a specified re- 
quirement—it must be the kind which “prohibits 
the use of any list or names obtained through such 
access for commercial or political purposes.” It is 
extremely doubtful whether this provision could be 
satisfied by any state without enactment of appro- 
priate legislation. Thus, it seems quite likely that 
(excepting Indiana, Illinois, and Alabama, which 
have already enacted legislation), any state wishing 
to take advantage: of the Jenner amendment, must 
first pass appropriate legislation. 

Indiana law makes available names and addresses 
of recipients and the amounts received. Recipients’ 
files, of course, show other data, i.e., his income 
and resources other than the relief check; perhaps 
names of responsible relatives and their ability to 
support the recipient. It is quite possible that some 
states would like to make public some of this other 
data. 

The Jenner amendment clearly covers the question 
of public access to names and amounts. It also covers 
state legislation “prescribing any conditions” under 
which public access may be had to the records of 
the disbursement of any such funds or payments 
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within a state. This, obviously, applies to the in- 
dividual’s name and address, the amount paid, and 
the nature of the payment. It is not clear that the 
provision is intended to cover this other data. 
Doubtful also is whether the Federal Security 
Agency would be inclined to give a broad interpreta- 
tion to this provision. 

Another question is of the state publishing names 
of relief recipients in newspapers. The issue is 
whether or not the amendment is broad enough to 
permit this publication. As has been said, the 
amendment refers to “legislation prescribing any 
conditions under which public access may be had” 
etc. “Any condition” is certainly very broad — but 
is the provision for “public access” intended to 
cover official state publication— in view of the 
legislative history referred to? Is it significant, for 
example, that Indiana, Illinois, and Alabama, do 
not provide for publication by the state of re- 
cipients’ names? 

Assuming that there is to be general public access 
to names and addresses, it is obvious that any 
newspaper could obtain and publish these names. 
It is difficult to see how publication by the state 
would substantially increase the problem of pre- 
venting the use of their names for “political and 
commercial” purpose. For anyone sufficiently in- 
terested in such use could go to the records to 
obtain the data. 

It is apparent then, that states desiring to make 
disclosure of information with respect to persons 
on their relief rolls should enact appropriate legis- 
lation with very careful attention to the provisions 
of the Jenner amendment. Quite obviously, a state 
which desires to go no further than Indiana, is 
protected against withholding —if it models its 
provisions after the provisions of that state. 

Those states which desire to go further should 
proceed with due care. 
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